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CHAI R JAMES: Seeing that we have a quorum | would

like to introduce to the Conmissioners Dr. Charles Cotfelter
from Duke University.

Thank you, | really do appreciate the effort that you
have made to be here today. Qur discussion on these very
i mportant subjects would not be conplete w thout having had your
i nput .

Dr. Cdotfelter has been leading the Comr ssion’s
lottery research, including an analysis of lottery research,
i ncluding an analysis of lottery data fromthe states. There are
37 state run lotteries in the United States, and all of them
replied to the questionnaire. W are very grateful for that.

At this point Dr. Cotfelter will be reviewing the
data, and we do appreciate, again, your neking the trip, and
wel cone.

DR, CLOTFELTER | am pleased to be here, thank you for
inviting ne.

| assune that you nmainly want to ask ne questions, but
| woul d be happy to go over a few points before that, before the
car that you so graciously arranged for nme cones to pick nme up at
t wo.

Wul d that be the nost helpful thing, for ne to hit a
coupl e of points --

COM SSIONER BIBLE: | think if you go over the results
of this paper, because we did not receive this wuntil this
nor ni ng.

CHAI R JAMES: If you could summarize that, that would

be nost hel pful.
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DR, CLOTFELTER: And what if | do that, try to do that
in ten mnutes or so, and then hit me with any questions. And I
will go through sonme of the pages in there. 1Is that all right?

Wien | testified before this Conmission in March in
Boston | said that lotteries had three distinctive aspects, and |
still think that, and let nme hit on those.

And then second say a word about who plays, and the
material in the prelimnary report | can refer to there, and then
say a word about what we still haven’t done yet. W have not
presented you with a conpleted report because the materials that
we needed just didn't conme in on time, but we have now taken a
prelimnary | ook at those things.

Three distinctive aspects of lotteries that | talked
about before, and let nme just conme back to them One is how big
they are, two is the fact that they are marketed, and the third
has to do with the fact that they are used for revenue.

They are a big operation, and one of the biggest ones
that states run, but has a surprisingly snmall anmount of revenue
that cones in for the state run lotteries. | wll use nunber 38
and include the District of Colunbia.

They average about 2.2 percent of owned- state
revenues. That is taking away intergovernnmental revenue, it is
about 2.2 percent of revenue.

A lot of people think that lotteries have nuch bigger
revenue basing capacity than that. So that is one thing. There
are about five states that have over three percent of their
revenue are raised fromlotteries.

But, in general, it is not a big deal on the revenue

side. But on the expenditure side it is a big deal, and things
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that the lottery does then has an inpact, and it is also noticed.
They are advertised, for one thing, in a nmanner that really no

ot her governnent service is.

So if the lottery does sonmething, it is Ilike the
lottery sneezes and the state catches a cold. So it is like
t hat .

About 36 billion dollars was spent on lotteries in

1997. About 150 dollars per capita. And you mght see, in the
report, some nunbers that are higher than that. The nunbers that
are based on the NORC survey are based on adults. The 150 doll ar
per capita figure.

And let nme just refer you to table 1 in the
presentation, it has a summary of how |l otteries have changed over
time, and the bottomline gives per capita sales. They went from
35 dollars in 1973 to 127, to 150. And those are all in constant
dol | ars.

You will see that the growh rate was nuch greater
bet ween 1973 and 1987. It was about 9.2 percent a year, which is
phenonmenal growth for any kind of business. And then between
1987 and 1997 it slowed a good bit, to 1.6 percent real.

So those are magni tudes. Second, marketing. Qbviously
| otteries are nmarketed, sone states nore than other states. But
it nakes it very distinctive in conparison to what other things
that state governments do. Most state functions don't require
mar ket i ng.

And in this case marketing is defined as creating and
devel opi ng products, and then pronoting those products, so that
the lottery agencies appear to be constantly thinking about ways

to enhance their offerings, either through new ganes or tweaking
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the details of the ganmes that are there now, as well as
advertising them

They spent about 400 mllion dollars on adverti sing
in 97, it is about one percent of their sales. It is kind of
standard ratio for retail sales.

The product |ine has changed. If you look at this
table 1 you will see that in 1973 the big product was basically a
raffle. And that is all but disappeared.

In 87 the biggest ganes were nunbers, daily nunbers
and |otto. The daily nunbers are basically a copy of the old
illegal nunbers ganes where you pick your own nunber, and then
the conputer tells you at the end of the day whether you won, and
there are conbi nations that can be played that way.

Between 87 and '97, to nme the nost startling thing
here is tremendous growmh in kind of an old gane, that is the
i nstant scratch-off tickets. They have grown |ike crazy. The
dai ly nunbers ganmes have grown very little, the lotto has grown,
but nore nodestly.

And then there is a couple of new ganes. Keno has been
introduced in a nunber of states. Keno |looks a lot like -- well,
you all probably know about it, so -- and then video lottery
termnals, which bear a striking resenblance to slot nachines,
but are different.

And they are separated, and | separate them because
qualitatively they are different, there is a |ot nore replaying
of the wi nnings, and so the winnings are cycled in a way so that
at the end of the day when you wal k away the high payout rates

that are true for a single bid don’'t apply to the whol e session.
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What is on the horizon? WlIlIl, you all are certainly,

this is key for you to think about. Wat is comng up next, and
how does it inply, what does it inply for public policy.

Econom sts are not very good forecasters, and |’ m not
even a forecaster, so | won't pretend to know what is coning
But it appears to be, by reading in the industry publications,
that internet ganbling and lotteries is a possibility.

Wen we wrote our book we thought that by betting by
phone with touchtone would be sonething that woul d happen, but |
guess it hasn’'t because of the difficulty of nonitoring how old
t he player is.

And anot her thing, an age-old -- well, it is a fairly
ol d approach, vending machines are used, increasingly, to sell
this product that is growing so nuch, the instant ganes.

As a source of state revenue, the point we nmade in our
book, and it appears to still be the case, is that if you | ook at
the lottery as a two piece elenment, one piece we are providing a
product that was illegal before, here it is, so this was illegal,
you can now buy it.

The other thing is we are going to tax the heck out of
it, inmplicitly, by breaking off a lot of profit. Phil Cooke and
| call this an inplicit tax, because it looks like a tax, it
wal ks like a tax, but it is not really a tax, it is really a
profit on an enterprise.

But if you take this and conpare it to the taxes that
we have put on, say, tobacco products or alcohol, it turns out to

be a pretty high tax.
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So that is one fact about lotteries, is that if you
conpare it to other fornms of revenue raising, it has a pretty
good kick to it.

Here is an easy calculation. W find that on average
33 cents out of a dollar of |Ilottery sales goes to state
treasuries. That is 33 cents. On average it appears that those
Wi nnings are taxed, usually at the federal |evel, but also the
state level, give that five cents nore.

So that out of a dollar spent the buyer is going to
contribute sonmething |ike 38 cents to governnent, either to state
or federal |Ievel. If you take that 38 and divide it by
everything else, which is 62, that is the way you woul d cal cul ate
an exci se tax on gasoline or tobacco.

And that turns out to be a 61 percent excise tax, and
that is a pretty high rate. So that is another characteristic of
|otteries that we have pointed out.

The tax part is regressive in the sense of as you go up
the incone scale, people spend -- they are taxed a snaller and
smaller part of their incone. That is just the straight
definition that econom sts use for regressive.

And there just doesn’'t seem to be any countervailing
evidence to that. The new NORC data suggests the sane thing, and
that is because the anmount that people spend on average stays
about the same, as you go up incone, so that the dollars stay
about the sane, but as a percentage of incone it goes down.

And another aspect is that these revenues are
ear mar ked, often. In nore than half the cases they are
earmarked, and the nobst comobn source for earmarking 1is

educat i on. The evidence that 1’ve seen, | just got through
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reading a new paper that is unpublished on the wite up here
t oday.

Al of it seens to suggest that legislators take into
account that there is this thing called the lottery when they are
then allocating the general budget.

And so, in effect, it doesn’'t help the source. And, in
fact this paper argues that it made it worse off. But that, |
think, is going beyond what |’ ve seen ot herw se.

So it mght be helpful in selling the lottery, but it

usually doesn’t have a big effect. Though | would tell you an
exception, where the prograns are new and snall, like the Georgia
Hope Scholarship, then | think it probably does neke a

di f f erence.

Who plays? Well, we have had about ten days to | ook at
the NORC results, and the first thing we noticed is that when we
wei ght these things, and take a total for the country, we get a
total for lottery play which is about one third of what we expect
to find.

So the survey is giving us nunbers that are off, way
off. And we haven’t had enough tine to think about it. Phil has
not . So the first reasonable thing to do is to say there is
probably some kind of bias and people are underestimating what
t hey are playing.

And so what we are going to do is assunme that is pretty
much across the board, by gane. It turns out that they are
reporting 78 percent of what the actual lotto play is. They are
reporting only 19 percent of what nunbers play is, and only 14

percent of what instant play is.
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So the respondents in this survey are coming in wth
estimates that are nmuch lower. |If you take these estimtes they
give us, and assunme that everybody playing nunbers is
understating by the same amobunt, we are going to just flip these
ratios, and blow them up so that the total comes out to what we
think it should be.

And that is -- so that is sinply a guess at this point.
W are going to try to look at it nore carefully and see if there
are ot her reasonabl e things we coul d do.

So what we then have are answers by nen and wonen,
bl ack, white, by incone, and we are going to say that no matter
where you are in the denographic or income categories, if you are
pl ayi ng nunbers you are understating your play by 19 percent.

CHAI R JAMES: Dr. Clotfelter, just as a point of
clarification when you detect or suspect that there s
under-reporting or underestimating, how do you know t hat?

DR. CLOTFELTER: Because the survey cones with sanple

weights. So if it were a, say, a random sanple, and we had 200

mllion people and we had 200 estinmates, 200 people that we
randomy picked, then each person would represent a mllion
peopl e, and that would be our weight, a mllion.

But it turns out because sone groups are interesting,
but are smaller in the population, we will oversanple them So
maybe there would be rural residents that were really interested,
we m ght oversanple them 3 to 1.

So instead of them each representing one mllion, they
woul d each represent 300, 000. So we take the weights that are

given to us by the good people at the NORC, apply those to the
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estimtes, get a national estimate, this is how nuch lottery play
there was, we get a nunber like 11 billion.

But all the nunbers from the state lotteries suggest
that they should add up to about 35 billion. So that is the
sense at which it is an underestimate. And this is pretty big.

CHAI R JAMES: Yes.

DR, CLOTFELTER In nost cases you would like to get
cl oser than that. But, you know, these are the cards we were
deal t.

CHAIR JAMES. Wy do you think that is the case?

DR. CLOTFELTER: | don’t really have a specul ati on on
it. Dean Gerstein, and he is an expert in this kind of stuff,
and |'m not. But | would guess that it is |ike asking people

about ot her possibly sensitive behaviors. People have a tendency
not to be forthright in sone cases, so that m ght be one reason
CHAIR JAMES: | would rem nd Conmm ssioners that we are

operating under a nore relaxed, and so |’mnot going to recognize

Comm ssioners. |If you want to speak, just junp right in.
COWM SSI ONER DOBSON: | expressed sone concern this
norning about the NORC data being |ower, generally, in

i nci dences, and so on, than we have seen in other studies.

Are your coments now about your own work relevant to
what you have seen so far in the NORC data?

DR. CLOTFELTER: |I'mnot sure, let ne see if this is --

COWM SSI ONER  DOBSON: The essence is, if there was
reason to distort the results, or to lie, or to underestinate the
results to you, do you see a possibility in the NORC data that

t he sane phenonenon occurred?
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DR. CLOTFELTER: Somet hi ng  happened, and one
possibility is lack of forthrightness. | wouldn’t want to say
lie.

COWM SSI ONER DOBSON: That is a value judgnent, but
people do lie. | nean, that shouldn’t surprise us.

DR.  CLOTFELTER You are at hone, you are fixing
di nner, you get a phone call from sonme person who says he or she
is doing a survey, you answer the questions. First of all, that
al ready namkes you not the typical person, a lot of people are
going to say no.

So what happens? The people that do these surveys have
to worry about the kind of -- not only do we worry about people
that have three tel ephone |ines versus one, because we don’t want
to give those people three tinmes bigger chance to get called on
but do the people that answer ny questions, are they a random
sanpl e of the people I'’mcalling.

It is quite possible that the people that say no are
systematically different.

COVMM SSI ONER  DOBSON: Let me ask one other aspect of
that with regard to youth. How do we know, of course this is
probably a nore appropriate question for Dr. Cerstein. But how
do we know that parents were not in the room when teenagers are
bei ng asked those questions about ganbling?

DR, CLOTFELTER:  Well, ny teenager is very forthright,
much nore than | would Iike himto be.

CHAIR JAMES: And | have a bridge you nay be interested

in, too.
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COWM SSI ONER DOBSON: I am really concerned about the

data that we got back, because it doesn’'t fit with what we have
seen el sewhere by many ot her researches.

DR CLOTFELTER Well, | don’t know much about -- |I'ma

user of this kind of data, but | know that NORC, there is -- you

know, you can’'t do nuch better. So there is just manifold
problems in a survey, specially in a -- 1'm not putting
psychol ogy on, but | think increasingly we are all feeling |ike

we are besieged by the MCl calls, and the AT&T calls.

And | think it has to be very difficult to get in here
and try to do a good job when there are those kind of
sensitivities out.

Then just as far as sonme of the findings. So with
t hese caveats, what we do is then try to |ook at sone patterns.
And | et ne say a couple of things about how many people play, and
then give sone ideas of how they correlate to other things.

The survey is just of adults that we are |ooking at,
adults of the lottery play. About 56 percent of adults played
| ast year, in lottery states about 56 percent said they played
| ast year. That corresponds with data that we |ooked at in
California and other states in the 1980s.

But there is a great heterogeneity that the nost active
10 percent of players accounted for over 50 percent of the play.
So 10 percent of the players accounted for over half of the play.

Let me then direct your attention to this report, and
|l ook at the last three pages, and the |ast page is referenced.
So look at figure 1 at the end, it looks like -- it has a bar
chart like this, and it mght be a way to nost easily calcul ate

or sunmarize sonme of the findings, again based on NRC data.
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Mal es play nore than fenmales, a finding that we had
found before. Figure 1 refers to did you play the lottery, not
how much did you play, but did you play the lottery. Lottery
play is highest in the 30 to 44 age bracket. Those with |ess
than high school education played |less often than any other
group, but they played so nuch, you will see on the next page,
that it reverses the refinings.

Whites played nore often than blacks, and slightly nore
often than other non-whites. Marital status alnost no effect.
But then |l ook on figure 2, which I’mthinking in sone sense it is
the much nore interesting one.

Mal es, again, nore than females. These are now in
dollars, and we have a per capita spending rate, an average that
is the line there. And then the dollars tell you how nuch the
per capita spending is.

By age it is 45 to 64, even though they play at a | ower

rate, their average play is much greater. 18 to 29 is not that
hi gh. Education, as the nore educated you are, the less you
spend on lotteries. It is the same finding we found before.

And there is a big racial conponent here. The average
for blacks is higher than the average for whites, even though the
participation rates are the reverse.

And | would say here the findings mght be susceptible
to these kinds of corrections, because to the extent that daily
nunbers play may be higher in African-Amrerican nei ghborhoods,
dividing by 1.9 is going to nake those nunbers | ook bigger. And
that was the correction that we took.

Policy questions, and I will stop. | guess our feeling

hasn’t changed, to this regard. Even though if you |ook at
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lotteries the way they are organi zed, the way they are marketed,
and the way they are run, the way they are financed, is virtually
identical fromone state to the other, really. It is just about
a cooki e cutter approach.

Even though that is the case, | don't believe that
those -- that is the only way to run a lottery. One could
imagine a lottery run in at |east two respects differently.

One could offer the bettors a better deal, so that the
payout rates could be higher, but you wouldn’t make as nuch noney
if you did that. And the second thing one could do is not market
the lottery products as nmuch as they are, in npost cases.

And in a few states, including the A d Dom nion that we
are in, is one state that has put restrictions on advertising
along with M nnesota and Wsconsin. And it basically said in the
| aw you can’t induce people to play. And that has, depending on
what ki nd of oversight you have, that has got to have sone effect
on adverti si ng.

CHAI R JAMES: Dr. Cotfelter, | would interrupt for
just a mnute to welconme the State Lottery Director from the
Commonweal th of Virginia, Ms. Penny Kyle, who is attendi ng today,
and wat chi ng our del i berations.

Wl come, and we appreciate your being here.

DR. CLOTFELTER: In our book we call Virginia the
genteel lottery, because it came on really trying to restrain
itself to that extent.

COW SSI ONER W LHELM It started that way. I’m a

Virginian, by the way.
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DR, CLOTFELTER: So those -- and so an approach on
mar ket i ng woul d have inplications about what ganes you allow, and
how you mar ket those ganes.

And | guess the last thing, and we are thinking about
that in the state of North Carolina, because people in our state
are worried about all the revenue that we are sending to
Virginia, and Georgia, and soon South Carolina. There is a
debat e t here.

And anot her vari abl e one m ght think about is what kind
of oversight Comm ssion do you have, to what extent do citizens
participate in that.

| think those are sone of the points that we will touch
on in the final report.

COWM SSI ONER LEONE: | asked this question earlier of
anot her person here, and you nmust -- and it occurs to ne that you
nmust have thought about it a |ot.

| wondered if you had thought about, and knew anybody
who | ooked at it in a systematic way, the redistributive aspects
of the prices awarded in lotteries, which seens to ne to be --
and nore generally in ganbling, because it seens to ne that one
of the things that is unique about, or unusual about it, there is
sone aspect of this is in the securities trading, about the --
about ganbling in lotteries, and even casino betting, is that
there is a redistributive effect.

Lotteries, | would guess, would be the nost dramatic in
the total handle, if you will, in the total anobunt bet, because
only a mnority of people win |arge anounts of noney.

DR. CLOTFELTER So it is a redistribution from the

unl ucky to the | ucky.
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COWM SSI ONER  LEONE: But with significant nunerical
di fferences between the groups.

DR CLOTFELTER:  Yes.

COWMWM SSI ONER LEONE:  And | wonder if anybody has | ooked
at that?

DR. CLOTFELTER: Econom sts would worry about whet her
the redistribution patterns that go across incone |ines, and that
woul d not appear to be the case, because if nore people play in
an inconme strata, then nore people will win in that strata.

So the redistribution that occurs, that at least is the
first thought for economists is that those with certain incones
give up their noney, and then it goes into the treasury. And the
redistribution in the formof prizes is nore, | think, a nature
of grist for publicity, and al so maybe sonet hi ng about --

COWM SSI ONER LEONE: | don’t know why you say that,
econonm sts are currently very concerned that even wthin
particular enploynent categories there are nore dramatic
differences in weigh levels than there were previously, so

econoni sts can be concerned about the relative effects on --

DR. CLOTFELTER: | think --

COMWM SSI ONER LEONE:  -- within -- yes, within all sorts
of things. At | east sonme econonists are concerned about that.
QO hers, | grant you, are not.

DR. CLOTFELTER: kay, | guess | hadn’t thought about
t hat . I guess if you have lotteries then you have nore

inequality. And we have certainly gone in the direction of nore
i nequality since 1973, as the 20th century fund and others have

poi nt ed out.
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COW SSI ONER LCESCHER: Madam Chair, a couple of
guesti ons. One is we heard in an earlier presentation today
about the saturation |imt, you know, the people [|ooking at

gam ng and other things, casinos and other things, that there is
a saturation limt. At |least people in your group have indicated
that the american public have found that |imt in some places in
ganbl i ng.

Now, what is your view about the saturation limt for
this lottery business?

DR. CLOTFELTER. The slow down in the rate of growth is
suggestive of that. But | guess saturation is a concept that is
of greatest concern to those who are marketing the product, and
worried about a slowdown in sales. And that is really not -- |
don’t viewthat as a terrible policy question.

I f people are going to get tired of something, they are
going to get tired of it. The inportant policy question, fromny
perspective is, what does the CGovernnent do about it, does it
say, we’'ve got to go and devel op new products so that we can sel
nore of this, so we can increase the revenue, or does it say, we

are going to provide this thing, if people want it, fine, if they

don’t want it, fine. And we will take a fair anobunt of revenue
off of it, and then we will go back to business.
| think that is -- what does the governnent do about it

woul d be, to ne, the big policy question.

COW SSI ONER LCESCHER: Madam Chair, one different kind
of a question. | have been curious about interstate commerce in
t hi s busi ness of nbney noving across state boundaries, and peopl e

bei ng concerned about that.
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Are there agreenents between states that enable
| otteries fromone state to another, or is it just a phenonena of
mar keti ng and people taking advantage of whatever distribution
mechani sns there are to get a lottery ticket from one state to
t he next?

DR. CLOTFELTER | assune the staff of this Conm ssion
has lawers that have looked into this question. My
understanding of it is that sales across state |lines are not
prohi bited, but the use of the nmail probably is. It can’t be
used. The U. S. mai | cannot be used to sell lottery tickets
across state |ines.

So what is the distribution? People send Joe up across
the Illinois border every Friday, buy lotto tickets, bring them
back, and if they win, they wn.

COWM SSI ONER LOESCHER: Madam Chair, nmy only question
was, in your know edge of studying this business of lotteries,
you know of no agreenents between states, between or anong
states?

DR. CLOTFELTER  The only ones would be the nulti-state
lotto, and there are at |east there consortia. One, the biggest

one is the nulti-state lottery association, and they do

power bal | .

And by amal ganating all these states, it is the nature
of lotto that the bigger your population the better. You can
generate these very large jackpots. So those are explicit

agreenents. But that is the only one | can think of.
COWM SSI ONER LOESCHER:  Thank you very much
COWM SSI ONER MOCRE: Basically what is the difference

bet ween the VLTs and the sl ot machi nes?
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DR, CLOTFELTER: I’m not an expert. | did visit a
parlor in Washington State. No, it is in Oegon, because they
are big in Oregon. So | asked the people that I was with, please
take ne to the tavern across the street.

So we went over there and | saw this thing. But | have
never seen -- well, | have also seen slot nachines in operation
so I'’man expert in this, nowthat | think of it.

Sl ot machi nes have things that go around, the and the
poker machi nes give you a hand, and -- | don’t really know beyond
t hat .

COW SSI ONER MOORE: What is the selection of the wn
event occurring in the VLT, is it in a machine, or is it in a
central processor?

DR. CLOTFELTER  That is a good question. | guess it
probably -- | don’t know if it matters.

COWMWM SSI ONER MOORE: Wl |, you should care, because in
the lotto selection it usually occurs from a central processor
unless it is an instant type ticket. The slot nachine nakes the
selection itself, based upon its own random - -

CHAI R JAMES: In a regulatory -- it nmkes a big
di f f erence.

COM SSIONER BIBLE: Is it a fairly different question,
| really don't -- | do not know the difference between the VLTs
because they look like, they act like, and they are to a large
extent slot machines.

COWM SSI ONER  MOORE: My question then is nore of
phil osophy | guess, if we have a phil osophy of ganbling. | nean,
what is the difference in ganbling in a slot nachines than in one

of these machi nes?
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So if a state has these machines, then the lottery if
that is, you know, in M ssissippi we don't have a lottery, but if
we did, it would probably just be selling tickets, you know, you
woul d have a roll that you take a ticket off. That would be our
noder ni zat i on.

But these other places where they have all this fancy
stuff, the question is, do the Indians have a gripe when
California can have these, or wherever you said you went, and the
I ndi ans can’t have a slot nachine, in your opinion?

DR, CLOTFELTER: I guess you are getting beyond ny
experti se.

COWMWM SSI ONER BIBLE: The Court in California said, yes
they do have a gripe because the selection process occurred at
the device level, not through a centralized processor.

COWMM SSI ONER MOORE: As | understand it, the processor?

COW SSI ONER BI BLE: Yes, that is where the selection
occurs, and that has been the basis of the California court
deci sion, because the lottery termnals there put out an instant
ticket with the methodol ogy of selection that was random and it
was all internal to that device, that in effect operated like a
slot machine, and therefore the tribes are entitled to slot
machi nes.

DR, CLOTFELTER:. M. Moore, one thing I did |earn, and
it is relevant to California, and this had to do with Keno. And
the reason that Keno was declared unconstitutional in California
is because it was not on a pari-nmutuel basis, the payouts were
straight. And that, therefore, the house stood to | ose, and that
did occur, then there was a debate between Indian tribes, and

that was thrown out.
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But they replaced it with something that |ooked just
l'ike it, but then becane --

COWM SSI ONER  BI BLE: It is the way the selection
process occurs, you know, whether you have a random generated, or
like in a lottery, you take 1,000 tickets, and only one of them
is a winning ticket, and you reach into the barrel and draw the
ticket. | nmean, it is like a pull tab type device.

Even though the winning ticket may have been sold, and
sonebody has already collected, you are still selling tickets out
there, so it is the selection process that determnes all of
t hese ganes, and the distinguishing features between them

DR. CLOTFELTER: And the gradations begin to be fairly
fine.

COW SSI ONER BIBLE: And the courts have talked a |ot
about it in ternms of tribal gam ng.

COW SSI ONER W LHELM  And invisible to the custoner at
| ar ge.

DR, CLOTFELTER | would think that is probably right.

COWM SSI ONER W LHELM One of the many reasons | find
that ny friend Dr. Mwore is that he can, with a straight face,
describe ganbling in the state of M ssissippi as noderate, when
it is the third largest casino state in the country. It is an
i nt eresti ng approach.

Is there any reliable data, Dr. Clotfelter, on the

subject of the extent to which, if at all, lottery games have
di splaced illegal ganbling? You had cited the conparison
between the daily nunber and the lottery, and the illegal but

comon daily nunber in a nunber of urban areas.

Is there any reliable data on that subject?
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DR CLOTFELTER:  No.

COW SSI ONER W LHELM M second question is, do you --
| accept your comment earlier about the difficulty of predicting
anyt hi ng. But do you have any sense of whether through
lotteries, these video lottery termnals are liable to expand
dramatical | y?

And by expand | guess | really nean to additional
states?

DR. CLOTFELTER That is a political question. | think
that the policy nakers in the state ook at this thing that they
have in Oregon and say, do we want this in our state. And if
they say yes, then | guess it is quite possible.

| think it is in five states, the per capita sales are
kind of mnd boggling. It nrust not be wdespread, the
participation rates, | would guess, are pretty snall.

So it nmust nean that a pretty snall nunber of people
are playing a whole lot in fairly controlled places. And | could
i magi ne that sone states mght think that was distasteful

CHAI R JAMES: When you say fairly controlled places,
what do you nean by that?

DR. CLOTFELTER  They usually are put in taverns, bars,
restaurants selling liquor. They are not at the A&P.

CHAIR JAMES. |Is that the South Carolina experience?

DR, CLOTFELTER: I don’t know anything about South
Carolina, except that I have to go through it occasionally.

COWM SSI ONER W LHELM Those are not state sponsored,
t hough.

CHAIR JAMES. No, those are private, aren’'t they?
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COMWM SSI ONER W LHELM M third question, you made sone
passing reference to this, and by introduction I’m a Virginian
and I’mnot a victimof the stereotype that sonmehow people in the
conservative south don't ganble a |ot, because we al ways have.

But do you think there is any particular inplications
in the apparent I|ikelihood that I|otteries are going to be
increasing significantly in the south, have been and wll be;
what is that about, do you know?

DR, CLOTFELTER: Well, 1 think increasingly we in the
south are realizing that we are nore like the rest of the country
than we are unlike the rest of the country.

So | think that is probably what we are seeing, is that
it is the honogeni zati on of the country, to sone extent.

CHAIR JAMES:. W may be, but we hide it better.

DR. CLOTFELTER: Right.

COW SSI ONER LCESCHER: Madam Chair if | could ask a
guestion? | forget where we were when we were |ooking at
| otteries, and experiencing Boston, maybe.

CHAI R JAMES: Boston.

COWM SSI ONER LOESCHER: It has been a long journey.
But | was concerned, | look at vyour statistics, and the
denogr aphi cs, and you have a percent of white anericans of that
group, a percent of blacks, a percent -- but | was concerned, ny
experience in Boston, | guess it was, that there was a
concentration, allegedly a concentration of advertising in |ow
i ncone areas, neighborhoods with a ot of mnority people.

W can’'t derive anything from your study that would
give us any feel for these kind of approaches to narketing and

i npacts to | ow i ncome people and minorities?
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DR, CLOTFELTER: Well, not from what | have presented.
W have two -- Phil and | have two coll eagues at Duke, who as
part of our agreed-upon work are marketing experts at the
busi ness school, wll be 1looking at a massive anount of
advertising and marketing studies that have been trucked down to
us.

And one of the things they wll be looking at is
whether there was -- is any evidence of concentrated target
mar keting for mnority groups.

Wien we wrote our book we did look for this. And, of
course, it is the sort of thing that is going to be of great
interest to the policy nmakers and newspapers.

And there are a couple of situations. One egregi ous
one in Chicago. But the nunber of cases are pretty limted. And
so | would say that you woul d have a hard tinme naking a case that
| ottery agencies have preyed upon the poor in that explicit way.

At the sanme time they are good narkets, and good
mar ket ers know that they need to market where they get the fish,
where the fish are, and so they are going to target their
mar keting to groups where there is sone hope of increased sales.

COWM SSI ONER Bl BLE: The lottery directors nust get
confused, because at al nbst every election the politicians that
are running for public office indicate they want to run
governnment |ike a business, and here the lottery directors cone
along, and they run it |ike a business, they do advertising, they
do targeting, they try to enhance and nake the product better,
and now they are being criticized for making it a better

busi ness.
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DR, CLOTFELTER:  Qur experience was that the lotteries
are being run very honestly, they are being run efficiently, they
are listening to the legislation which says, give us nore
revenue.

COWM SSI ONER BI BLE: And they are running it like a
business, it is governnent acting |like a business.

DR CLOTFELTER: And that is one of the reasons, also,
that in setting them up, a nunber of states have tried to
separate their organizations from the rest of the state
governnment in ternms of being able to pay their nanagers.

COW SSI ONER BI BLE: Sure, take them off budget, they
are not subject to personnel controls, they don’'t have the nornal
bur eaucratic constraints.

COWM SSI ONER LEONE: -- is suggesting that they are
running according to business values rather than denocratic
val ues?

COW SSI ONER BI BLE: Ri ght.

COWM SSI ONER LEONE: Capitalist enterprises which are
meant to nmaximze return, rather than exercises that reflect the
denocrati c consensus about what is fair, and what is right, and
what - -

DR, CLOTFELTER: That is one of the things that makes
| otteries such an interesting subject, because they are part of
governnment, and they are being run in a way that nothing else in
governnment is, for better or for worse, they are different.

COWM SSI ONER LOESCHER: Madam Chair one nore question

regardi ng this government purpose.
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You make the case that lotteries are primarily for
revenue. But what about jobs and other things, how many jobs are
created by this lottery business in conparison to other --
DR CLOTFELTER: | don’t know, | don’t know the answer
to that.
COWM SSI ONER LOESCHER: Do we know how many jobs, in

your statistics, are created by this enterprise, by state?

DR CLOTFELTER | don’t have data on it.

COWM SSI ONER DOBSON: Bill |1 can coment on your
comment a minute ago. | don’t think I agree with the concl usion
t here. When you say that governnent ought to be run like a
busi ness, | think what nobst people nean is that it ought to be

| ean and nean, and it ought to not waste noney, and it ought to
| ook at conservation, and the things that business does to becone
ef fective.

It does not nean that governnment ought to maxim ze
every opportunity to squeeze nore noney out of its people.

COW SSI ONER BIBLE: But this is a case where it would
be entrepeneural, it is exercising sone of the sanme principles
that are used in business. It is a different type environnent,
it is a place where governnent interfaces differently with the
citizen. They are not delivering a service, they are delivering
a product in this case, and they are trying to naxim ze to --

COWM SSI ONER  DOBSON: Extend that to its natura
concl usi on and you have, you know, an interference with conmerce,
you have an interference with famlies, you really try to squeeze
every last dollar out of the popul ation.

| don't think it --
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COM SSIONER BIBLE: No, I’'mnot saying it is right or
wong, |’m just saying that is what is happening, and that is
what is happening in the system and | think that is the way are
bei ng operated and --

COWM SSI ONER DOBSON: That is exactly what worries ne
about lotteries.

COWM SSI ONER BI BLE: -- you look at lotteries and the
evol utionary devel opment of lotteries, and typically they start
at a fairly low scale, the revenues start decreasing, they put
nore zip in the product, they have gone to nulti-states to
devel op bi gger prizes, and devel oped nore plays.

They have done a Ilot of things that are nore
characteristic of business and business type activities, than
governnment and governnent type activities.

CHAI R JAMES: | think one of the things that concerns
me, personally, is that indeed it is run |ike a business, but it
is run like a business by governnent, and government by
definition should be concerned about the public good and public
pol icy.

And so as a result of that | think it is inappropriate
to renove those kinds of public policy discussion..

COW SSI ONER BI BLE: And we have debates, and Boston is
a perfect exanple, where we had the legislator, and | can't
renmenber if he is a state senator or a state assenblyman who is
very active, and has not been successful at  processing
| egi sl ati on through the Conmonweal th of Boston.

I nstead he nade an appearance before us, and | thought
it was incredible, and suggested that the federal government put

sonme controls on the lottery.
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COWM SSI ONER DOBSON: Is that what you would suggest

that there really ought to be federal intervention with regard to

the lottery? You cane close to it 15 minutes ago, at |east |
t hought you did.

Do you renenber when you canme close to it? It | ooked
like it is a long ways away. You didn't say it, let nme just ask
you outright. Do you think there ought to be any kind of federal
| egislation that has to do with lotteries?

DR. CLOTFELTER: Let ne not advocate sonething. But I
could point out that if you run a sweepstakes, the federal
governnment does have things to say about how forthrightly you
advertise the odds. But there is no such regulation for state
| otteries.

If you wanted to, if your objective were consistency in
treatment, that would be one thing you could | ook at.

COWM SSI ONER W LHELM There vyou go again, Jim
advocati ng bi g governnent.

(General | aughter.)

COW SSI ONER BI BLE: Lotteries are treated a little bit
differently in terms of the federal law, in ternms of adverti sing
practices. Both tribal operations and lottery operations are
allowed to advertise their product, which normal comerci al
gamng i s not.

COW SSI ONER LOESCHER: Madam Chair - -

CHAIR JAMES: Well, | have to rem nd people that this
is informal, and | am not recognizing individuals, and so you
should junmp right in there.

COWM SSI ONER LOESCHER: | would like to junp right in

t here.
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CHAI R JAMES: Except, let ne say, that Leo has been
trying to get in for a few mnutes, and then we will conme --

COWM SSI ONER MCCARTHY: But you have covered a nuch
greater distance than | have, so you go next, please.

COWM SSI ONER  LOESCHER: Thank you very nuch, |
appreci ate that.

| am curious, you know, governnental purpose, we heard
testinmony in a couple of places on our journey about this lottery
busi ness, from people who cane before the Conm ssion from
Georgia, | can renenber, and a couple of other places. And they
have these high goals and objectives for what the l[ottery nobney
is raised for and used.

And then | was confused a little bit when | began to
hear that noney is used for general governnental purposes, and
what not. And | was hoping that your study would verify for us
that the states are in the business of l|ottery, raising noney
through the lottery, that they are truly either using the noney
for the purpose that they explained in their public policy |aws,
or they are not.

Do you have any information that would help this
Comm ssion verify that the governnental purpose is being carried
out, and can we track that?

DR. CLOTFELTER: Not in what | presented. The answer
is it is not easy to track. The only requirenent --

COWMWM SSI ONER BIBLE: I n Georgia you can

DR. CLOTFELTER In Georgia and maybe Pennsyl vani a, and

a coupl e of places, you can.
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COWM SSI ONER LEONE: The reason you are here is because

you are an econom st and an expert. There is a little thing
called fungibility.

DR, CLOTFELTER:  Sure.

COWM SSI ONER LEONE: So we should -- you can track it
in Georgia only if you accept as a premise that this noney would
not have been spent any other way, or raised any other way.

DR, CLOTFELTER: Well, let ne just finish. The reason
you can track it in CGeorgia is because their lottery nonies are
bei ng spent on things that weren’'t spent -- that weren't existing
bef ore.

And so it is a fair presunption to say that the lottery
noney is actually going to this. The question is, can you track
it? Tracking it would be, because of the lottery are there nore
dol I ars being spent on the purpose that the | aw states.

And in Georgia you could probably nmake that argunent
because there was zero before, and now it is sonmething. But in
nost of the states, and education is the one that is the nost
comon earnmarking recipient, it is inpossible to track it.

And there is nothing illegal going on, it is just
i npossi bl e to do.

COWMWM SSI ONER BIBLE: But if you look at the question in
the reverse, has any state or jurisdiction, to your know edge,
taken nonies from the lottery and then reduced tax effort in
ot her areas, are revenues reduced?

Because, you know, noney is fungible, and so if there
is nmonies that are earnmarked for education, this neans | ess noney
has to come out of the general fund to support that particul ar

pur pose.
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Does anybody actually reduced other |evels of revenue,
reduced taxes because of lottery incone?

DR. CLOTFELTER: One thing that makes it difficult is
that time is going on, growth is happening, and so one has to
ask, the social scientist question is, is a counterfactual one.

Does education spend nore than it would have if there
were no lottery? And the studies that we are nost famliar with
tend to suggest that education isn’'t any better off than it would
be in the absence of a lottery earmarked for educati on.

So in general, but CGeorgia would be --

COW SSI ONER BI BLE: Yes, because they use it for new
programthat was not in existence at the tine it was established,
clearly identifying those --

DR, CLOTFELTER: So if you want your lottery to really
nmake a difference, you really have to establish a new use, or
have the revenues be gargantuan, because then there is no way for
the legislature to get around it, they have to spend that noney.

COWM SSI ONER  MCCARTHY: | really want to nmke an
observation nore than -- because |I think sone of the questions we
are asking Dr. Cotfelter straight up public policy decisions

that are usually nade by el ected officials.

But from what | draw from the questions M. Bible was
putting, and several others were putting, is really a root
question of should governnent, at any level, be sponsoring

ganbl i ng, be an active partner in ganbling.

So we are not really just talking about lotteries, we
are tal king about should the federal government own half of a
cardroom in Los Angeles county from which it has ceased as drug

forfeiture. Should the State of Connecticut enter into a
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contract with that enornous facility to get 25 percent of the
sl ot machi ne revenues.

So there are nany exanples across the board, and the
question is whether any of this should be in the governnental
real m W ask questions of -- which this started out, M.
Bi ble’s question, should the state lottery directors be
pronoti ng, or should they be regul ating.

That is an inpossible question to answer, because in
any given budget year state |egislators and governors are going
to be pushing them I|ooking at the next cycle, to raise nore
noney.

And on the other hand, the propriety of public bodies
marketing like a private sector conpany would, is and should be
seen in a very different context, because the responsibilities of
those running the public body are very different than, in nmany
ways, in the responsibilities of those running a private sector
conpany.

So I think at the root of -- | nean, this is alnost an
i nsol ubl e problem Once you agree to have a governnental body at
federal or state, or local |evel, run ganbling operations.

This is a conundrum that | don’t think we can really
come up with an answer, unless we say, look, this is just not
good public policy, and probably should not be allowed in any
form

COWMWM SSI ONER LEONE: Leo, there are some aspects of it
that are easier than others, and | take issue with the particular
pi ece of your statenent, which is an inplication that this is a

government agency acting |ike a private business.
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It is not in the area of ganbling, or of things where
there is risk, acting like a private business. |In fact, it is by
and large exenpt fromthe restrictions on what you can say, and
the way you can advertise, and the way you can | ead people, that
would be ordinary, routine, and required by law for private
busi nesses that are nmarketing risk in one form or another.

And one of the -- if you want to -- there is a whole,
you know, slope of difficulty in comng to a conclusion about
this. But | think that on the fairly level part of the beginning
of the hill, it is pretty clear that the state governnents, this
is a generalization, nobst state governnments set up, again a
general i zation, nost of the private people who were selling risk,
whether it is Fidelity Mutual Funds, or MGM Grand, that the state
governnments are subject to less restriction on what they can say,
and they have taken advantage of that to narket -- let’s take the
title of your book, to nmarket a whole variety of notions that
sonmehow the odds are better than they are, the cost is |ower than
it is.

Take the 61 percent excise tax, it is seldom nentioned.
Wuld you like to engage in an activity that we tax at the rate
of 61 percent? That would be a nice --

COW SSI ONER  MCCARTHY: I’m not sure what you are
saying is inconsistent with what | --

COW SSI ONER LEONE:  No, it is not inconsistent.

COWMM SSI ONER MCCARTHY: -- it goes to the issue of the
propriety of governnental bodies taking this on as a nornal
governnmental function. Now, | don’'t know that it is at al

reversi bl e.
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But let me ask you, | know that in selling hope, which
you and Dr. Cooke, with the hel p of others produced sone 12 or 13
years ago, that sone of the research you are now doing will help
you update sone of those areas.

| remenber a chapter in Selling Hope, that got to this
issue of state governnents as to lotteries, regulatory or
pronoti onal . Are you going to update that in this curve? |
don’t think that is one of the areas we asked you to target, but
is --

DR, CLOTFELTER: The last section of our report we
prom sed to talk about the policy options. And |I think that we
wi || touch on sone of those.

COWM SSI ONER MCCARTHY: What is the deadline for your
report, incidentally?

DR CLOTFELTER It is not determ nate.

COW SSI ONER  MCCARTHY: Not determ nate? WIIl it be
in this mllenniunf

DR, CLOTFELTER It was supposed to be January 31st, if
we had gotten our information.

COW SSI ONER MCCARTHY: | under st and.

DR, CLOTFELTER So what we are doing is do the --

COWM SSI ONER MCCARTHY: Just give us a pretty good
guess.

DR, CLOTFELTER: I’m hoping it wll be in -- by

m d- March, or sonething |ike that.

COWM SSI ONER MCCARTHY:  You know, related to -- | just
wanted to conclude by saying, as the Chair will advise you, and
Dr. Kelly as well, we have a series of neetings in which we are

trying to wite the sections of this report. And one of themis
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in md-March. So as nuch in advance as we could possibly have
this.

VWll, as nice as you think Dr. Kelly is, he is a stern
taskmaster, and a nuch feared, he is breathing down our neck on
this.

COWM SSI ONER W LHELM Related to the points that
Ri chard and Leo were just discussing, | have only had a chance to
just briefly skimyour draft report.

But 1'm extrenely intrigued by the two paragraphs on
page 13. You say the popularity of the lottery does not appear
to be the result of a mstaken belief that it offers a good bet.

The survey asked respondents how nuch of the ticket
price of your favorite gane do you think is returned in the form
of price noney?

By way of conparison the true average payout rate is
53.8 percent for lottery ganes in the U S., yet 63 percent of the
respondents who had played the lottery in the |last nonth thought
that the correct answer was 25 cents or |ess.

Only 7.5 percent of players had an exaggerated notion
of the lottery' s generosity. And you go on to say that nost
people also have a realistic notion of how they are actually
doi ng.

Which is extrenely intriguing to ne, and | think it is
a good cautionary note for this Conm ssion, because by the very
nature of this subject, | think it is very easy for all of us to,
because we are sincerely concerned about the problens that are
mani fest in relation to ganbling, | think it is very easy for us
to latch into a sort of prohibitionist nentality, which | think

has no practical relationship to what is going on in the world.
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| mean, the fact is that this is a country that val ues

i ndi vidual freedom And if people want to go out and | ose noney,

and that is their idea of entertainnent, they have the right to

do that, and | for one am surprised and intrigued by those two

par agr aphs, that people appear to realize, at least in general

terms how bad the odds are, and then they appear to be realistic
about whether or not they are nmaki ng noney.

COW SSI ONER MOORE: Didn't we have soneone talk to us,
maybe in Boston or soneplace, said that he asked a guy what
chance he had of wi nning and he said 50 percent. |f you bought a
ticket you had a chance, and if you didn't buy a ticket you
didn’t have a chance.

On this governnent regulatory, talking about the
government and the lottery, don't we have to be careful, also,
when we talk about any type of gaming and regulation in the
stat e?

COW SSI ONER LEONE: Before we |eave that, of course,
the NORC study woul d suggest that that is not true, since people
underestimate dramatically in the NORC study how nuch they are
spending on lottery, according to the evidence we were given at
t he begi nni ng.

Vell, that is a different point. The question is how
much they are spending is not the sanme as those two points.
Those two points are whether they have a realistic notion of how
they are doing, | don't know if you have a realistic notion of
how you are doing if you are underestinmating your expenditure
pattern by a factor of five or ten.

COMWM SSI ONER W LHELM  Wel I, but if you know if you are

ahead or behind, nost people apparently realize they are behind.
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COWM SSI ONER DOBSON: That same, | guess it was the
Chi cago neeting, the powerball thing was decided the day we cane
to the neeting. And people stood there knowing they had one
chance in 80 mllion, and were on television that night saying
[’mgoing to win.

It is amazing the denial of reality on the odds.

COMWM SSIONER BIBLE: It cones back to John’s point, is
why shoul d sonebody substitute their judgenent for that person
who is standing in line judgenent. | nean, they are entitled to
make a choice. |If they understand what the odds are, and they go
up and play it, what is wong?

COWMM SSI ONER DOBSON:  Sucker born every day.

COW SSI ONER BI BLE: That may be.

COWM SSI ONER W LHELM Driving in | noticed that in
contrast to the 110 mllion that was offered when we were in
Chicago, it was only a mllion here in Virginia this week.

CHAIR JAMES. The lines are very short.

COW SSI ONER BI BLE: O the lotteries that have been
| egal i zed, how nmany have been |egalized by vote of the people,
where the people settled the public policy issue?

DR CLOTFELTER: There have been a bunch of referenda.
It could be in alnpbst every state there have been referenda.
Consi stently, there have only been a couple of cases in which
ref erenda have fail ed.

CHAI R JAMES: But isn't it true that when people vote
in the lottery they think they are voting for a piece of paper
with nmaybe a scratch-off, and they are surprised, five or six
years later, when they see, you know, Keno and other types of

ganmes appearing, and it bears no relationship to --
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COWMWM SSI ONER BIBLE: -- explain one of the reasons why

people vote, it is pretty difficult to do. | think the fact is
that they do vote, and that is the result.

CHAIR JAMES: Correct. But | wonder if people at that
point are really aware of the fact that when they are voting for
-- they think they are getting one thing, and five or six years
| ater they have quite a different aninal.

COMWM SSI ONER BIBLE: Well, then that is probably their
faul t.

DR, CLOTFELTER | think it is the case for every
el ection.

CHAIR JAMES:. That is probably true.

DR CLOTFELTER: It seens to be the case that when the
ref erenda have been put to voting populations, that it is sinply
a lottery. And it is not -- there are no choices there about how
much should we tax this lottery, how nuch should we market this.
It is thought to be -- it is a conplicating factor, so --

CHAIR JAMES: Well, the reason | ask this question is
because at the end of the day we are going to have to say
somet hi ng about this issue, and perhaps nake sone recomrendati ons
to state and local, as well as federal officials.

And it just occurs to nme that as we | ook at how states
present these questions to voters, that perhaps they could be a
little nore clearer in --

COWM SSI ONER LEONE: That is another question, and I
may be a hopel ess ronmantic, or it may be the setting, but | think
it is possible to educate the public, over tinme, and make them

nore sophi sticated about the kinds of decisions they nake.
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It is not always in -- it is seldom a part of the
political process, or certainly the canpaign process for that to
take place. But | think one of the reasons you establish
i ndependent Conmi ssions that are not conposed of people who are
at least currently running for office, is that they presunably
can say things and address issues that are hard to address in a
canpai gn cont ext .

And there have been exanples, cigarettes is the nost
recent, where behavior has been affected, because we have
dramatically changed the kinds of information people get about
cigarettes. | say that in Ad Virginny, maybe |I shouldn’t.

And the way in which cigarettes are portrayed in
popul ar culture, and the way in which they are sold, you no
| onger here how nmany doctors snoke Canels. And so | think that
it is not -- with all due respect for the denocratic process, and
for the people’'s popular will, and we all respect that here, |
think it is not inappropriate to consider ways in which people
m ght have a better idea of the consequences of decisions and
their actions.

And | also think w thout being nannies about it, we
have an obligation as a Conmission to try to find ways,
particularly, to do that; to enlighten the conversation.

And | think the major -- by the way, | would just say,
nmy guess is having lived through this referenda about lotteries
is that nost people -- a lot of people seem to vote for the
|otteries because they think it is going to nean |ower taxes.
They don’t see the lottery so nuch as a tax they are going to
pay, and they are sold not so nmuch on you are going to win a

j ackpot .
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When lotteries cane in and they were referenda all over
the country, the overwhel mi ng enphasis in those referenda was tax
relief. And it is a classic kind of econonm ¢ phenonenon in which
you think soneone else is going to pay, so it is a rational nove
to vote for.

In fact, if you don’t have some other set of notives
about lotteries, if you were just economc man, and you didn’t
buy a lottery ticket, it would be rational not only to vote for
it, but to help fund the canpai gn, because sonebody el se woul d be
payi ng your part of the freight.

And so | think -- and | think one of the things you
mentioned wearlier, Dr. Cotfelter nentioned earlier, that
generally the case is that people becone cynical over tine about
this sinple phrase.

Which if you are ever in charge of a state budget is
sonmething you hear every year, what happened to the lottery
noney, why can’t you use the lottery noney for that. You know,
what ever happened to the | ottery noney.

Now, Ceorge is a good exanple of the very specific use
which tends to give you an answer to that question. But in nost
states, | think it was just another -- lotteries have turned out
to be, in ny judgenent, this is just a personal opinion, just one
nore way in which people’ s confidence, and the whol e transaction
that involves governnent has been underm ned, because their
expectations were high, they still get a tax bill for property
taxes, for sales taxes, or inconme taxes that they consider too

hi gh.
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And they think the Ilegislature and governors are
probably doing sonething they shouldn’t do with the lottery
noney, wasting it.

COW SSI ONER  LANNI : Doctor, has any state ever,
through the legislative process, or a referendum renoved a
lottery that was once in place, that you know of ?

DR. CLOTFELTER: In this century? Del aware, | think
pul led out briefly, things were going to hell on a hand basket,
but they got back on board.

COWMM SSI ONER LANNI : They cane back in. So even the
one that came out this century went back in?

DR CLOTFELTER:  Yes.

COW SSI ONER  LANNI : So one should assume, in the
denocratic process, either through representative government, or
a direct vote of the people, that they have chosen to have
| otteries in 37 states and the District of Col unbia.

So you mght assunme that people want them in one form
or anot her.

DR, CLOTFELTER: | would assunme that people want, that
a |l ot of people want them

COWMM SSI ONER LANNI : And | guess cones the issue,
shoul d the governnent, that Leo is raising, should the governnent
at state or federal l|evel be involved in ganbling. | guess the
answer to that is you can do what is occurring in eastern Europe,
and the former Soviet Union and Russia, and privatize it.

And |'m sure there are a nunber of entities, including
mne, that would be very interested in bidding on lottery if it

were available. But that is a separate issue.
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The issue that | have a concern with, is comng to the
aspect of | don’t know how you can have self-regulation. And
when you have a business of ganbling, when the state is involved
init, howcan it really regulate itself?

And that is a concern that | have, specially the
| egi sl ature, as you said Leo, and you were certainly a speaker of
the assenbly in California, and Lt. Governor, | nmean the
| egislature is looking for noney when it is comng through its
negotiations with the governor, or with the executive branch.

And they are going to be hard pressed to take a | ook at
the regulatory aspect of it rather than the income. So | don’t
know how you regulate an industry that you are running, | just
don’t know how you do that very effectively. That is a concern
that | have.

DR. CLOTFELTER But it has to be acknow edged, and
this goes a little bit back to the question about faith in
governnent, too. The government is a nonopoly provider of a
cormodity, it is setting the price at extraordinarily high rate
of inplicit taxation, besides the fact that it is ganbling.

If it were any product one m ght ask the question, why
is the state doing this, and what can we conclude fromthat.

COWMM SSI ONER LANNI:  But having said that, if you want
to go back to the first part of this century, was it not the
state of Louisiana that had a problem with the lottery, that
because of graft and corruption? Around the turn of the century.

So, | nean, you still have the problem of skimmng
potentially, you have all kinds of problens that exist if you

don’t have a separate agency that doesn’t have a vested interest
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in the particular enterprise observing it, reviewing it, and
requiring it to follow certain procedures and policies.

That is just a concern that | have. | just don’t know
how you can have self-regul ati on, because if you are a proponent
of ganmbling in this country, one of the greatest concerns a
proponent would have is that an enbarrassing scandal, and one
formof it, could perneate every aspect of |egalized gam ng.

DR, CLOTFELTER: The state lotteries have been very
successful in avoiding scandal. There was, you know, only been a
couple, and | guess this is an industry where scandal can really
undercut the demand. If the players think that it is not a
strai ght ganme, then they are not going to play.

COWMWM SSI ONER BIBLE: | think you have to define scandal
from whose perspecti ve. From the player’s perspectives | don’t
think that there has been allegations that the ganes are rigged,
or things of that nature, but there has been an awful |ot of
controversy involved around the procurenent process, around the
operators of the lottery thensel ves.

You have a nunber of lottery directors that have been
accused of, and in fact in sone cases, convicted of taking
gratuities fromproviders of lottery services.

So you have to take that --

DR CLOTFELTER  Stand corrected.

COW SSI ONER BI BLE: -- and break it down.

COW SSI ONER BI BLE: There has been an awful 1ot of
controversy over that.

COWM SSI ONER LEONE: It is a great way to bring the
advertising people into the political process. Mor e

partici pation.
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COWM SSI ONER MCCARTHY: May | ask how nmany states
created their lotteries without a vote of the people, but rather
with a vote of the | egislature?

DR, CLOTFELTER: | don’t know. | would guess it can’t
be a big nunber. But | don’t know the answer. | could |look it
up, it mght be in the book, | don't know.

If you are | ooking at policy questions, one -- and this
is a nodest idea that we did propound in our book, to say that
one mght take as a nodest policy benchmark for advertising done
by lotteries, as advertising done by any state agency, are these
nmessages that you would be confortable in having in junior high
t ext books.

And if you took that as a criterion, sonme of the
nessages that we found in advertising, would be things that |
woul dn’t be confortable having in nmy son’s eighth grade textbook,
such as if you want to get ahead in the world, just play a bet.

So that mght be -- that mght be one reason to think
about regulation. But it is just a thought.

COWM SSI ONER BI BLE: Have you catal ogued any federa
|l aws that lotteries would be exenpted from that other activities
woul d have to follow, advertising practices, and things of that
nature, disclosure?

DR, CLOTFELTER: No. Really the only one is the one |
mentioned that | did becone aware of, having to do with FTC s
regul ati on of sweepstakes, and the non-conparability, that is the
only one.

Now, | know that the states, some of the Ilottery

agenci es exenpt their lottery agencies from procurenent.
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COW SSI ONER  BI BLE: From state |aw housekeeping
practices?

DR CLOTFELTER: What ever those are. But I'm not a
| awyer .

DR, CLOTFELTER  Well, if you have nore questions, feel
free to just pass themalong, and Timwould |l et ne know.

COM SSIONER LEONE: | would just say one thing. This
isn’t so nuch sonething to answer on your feet, but if you have a
list of things that you think are areas for further research on
the lottery, we are going to have a pretty long nmenu of things
that we hope various organi zations will take on, and we coul d use
| ots of advice about that.

DR. CLOTFELTER:  Ckay.

CHAI R JAMES: Do you have any summary or closing
comments, Dr. Clotfelter, that you would |i ke to nmake?

DR, CLOTFELTER: Vell, |1 wish this Comm ssion great
| uck because it sounds |ike you have your work cut out for you
and you have many nore areas than state lotteries to consider.

CHAI R JAMES: Thank vyou. W do, our plate is very
full. And, again, | do want to thank you for nmaking that
tremendous effort to be here with us today. | think it was very
i nportant for us to have the benefit of your input, as we are at
this stage in deliberations.

DR. CLOTFELTER: It is my pleasure. The driver got
caught by the Virginia state troopers only once.

(General |aughter.)

CHAI R JAMES: What | would like to do is nmybe just

take a break, and see if our presenters that are due to start at
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three would mnd starting about 2:30 so we could get started a

[ittle earlier.

But we will

(202) 234-4433

take a break and give themtinme to cone up.
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